From its beginnings on the DEG (German Development Company) has always been working with two aims in mind. Development policy provided one and the external economic relations of the Federal Republic of Germany the other. It is contributing to economic development by supporting investments by German firms in the Third World and by encouraging cooperation between German investors and local businessmen on a partnership basis,
T
he wedding is taking place although the bride is reluctant -this is how the commentator of a supraregional German daily summed up the reservations of private industry about the new "state enterprise" when Deutsche Gesellschaft fur wirtschaftliche Zusammenarbeit (Entwicklungsgesellschaft) mbH 1 -or DEG (Deutsche Entwicklungsgesellschaft) for short -was founded on September 14, 1962 in the offices of the Chamber of Industry and Trade in Cologne. Its founder was Federal President Walter Scheel who at that time was the Federal Minister for Economic Cooperation.
The need for a separate financial institution to encourage German direct investment in developing countries seemed all the greater in the early sixties because German industry -having witnessed the expropriation of its foreign assets after both world wars -had re-established itself in the world economy mainly as an exporter and less as an investor. It was short of capital, so that medium-sized firms in particular were often unable to make investments in developing countries.
A Twofold Task
The establishment of a German development bank for the promotion of German direct investments in developing countries was therefore required for the sake of the private business firms concerned as well as in the national economic interest. The DEG stated already in its first annual report in 1963: "The primary aim of Deutsche Entwicklungsgesellschaft is to contribute by its activities to the advancement of the economies of the developing countries. Simultaneously it is in the interest of the industrial countries themselves as well that private business enterprises should be started in these countries, for the long-term future of our industry will not be labour-intensive productions but it lies in areas where a high capital input and specialized work create products which cannot be made elsewhere as well if at all. The stability and growth of the German economy will in the future depend to some extent upon how well and how quickly those sections of it will be restructured which cannot remain competitive in the long run. Assistance with the industrialization of the developing countries is in this sense consistent with improved division of labour in the world economy."
From its beginnings to the present time the DEG has always been working with two aims in mind. Development policy provided one and the external economic relations of the Federal Republic the other. Under development policy aspects it has had the task of contributing to economic development in the poor countries by supporting investments by German firms in the Third World. The business philosophy of the DEG is clear from its full name -German Company for Economic Cooperation: its aim is to encourage cooperation between German investors and local businessmen on a partnership basis.
As far as the domain of external economic relations is concerned, it is the task of the DEG to help to increase the capital exports of German business firms in the form of direct investments.
Owing to this twofold task the DEG finds itself torn by the constant tension between efficiency as an instrument of development policy and profitability as demanded by commercial considerations. On the one hand, it is only to participate in profitable investments in suitable countries. On the other, it must strive to create permanent employment and to cut down foreign currency requirements by im,port substitution and/or augment the foreign currency earnings by increasing the production for export.
As the capital of the DEG is owned in full by the German state, it has to demonstrate its readiness to engage in pioneering projects both as an entrepreneur and as a development agency while it must at the same time make allowance for the long-term nature of its prospective earnings and for the inevitable risk concentration when investments are made exclusively in countries at an early stage of economic development. The DEG has been accurately described as "a cross-breed between bank business and development policy". 2
Making Investing Less Risky
The DEG encourages investments by German firms in developing countries by taking a capital interest in enterprises in developing countries or granting loans of a similar nature. The DEG thus provides risk capital so as to enable German business firms with a narrow capital basis to set up manufacturing facilities in developing countries and thereby to avail themselves of Iocational advantages and growing markets and to improve their international competitiveness.
It is essential that the DEG does not help to finance the German enterprise, but the enterprise in the developing country, which is subject to the local law and in which the German entrepreneur as expert and a local partner participate. This involves a special risk: through its capital holding as a business partner the DEG shares the risks of the new enterprise -and this means, all the future hazards and chances of an investment in a developing country -in full.
Besides, the DEG grants long-term investment credits for up to 15 years on fixed terms tailored to the particular amalgam of risks of the private investor in the Third World.
The Federal Government is providing tax monies through the DEG in order to alleviate the risks facing the German investor. No commercial bank would be willing to undertake the hazardous business of investment finance in developing countries by providing risk capital.
Operating like a commercial enterprise, the DEG must cover its expenditure by achieving adequate earnings from its engagements. It will therefore only participate in the financing of investments if there is a reasonable prospect that they will earn profits after an appropriate initial period. As a recompense for taking on the risk the DEG lays claim to a share of the profit and charges loan interest at the customary market rates in the developing country.
The investments of the DEG consist currently as to 47 % of participations and as to 53 % of loans. These figures show that -compared with similar financial institutions elsewhere -the DEG accepts a remarkable measure of direct entrepreneurial risks. It has to be borne in mind that any capital investment in the form of a participation on average yields no dividend income in the first five years.
An Efficient Institution
After 16 years of experience in investment finance in the Third World the DEG may be said to have proved its proficiency as a marriage partner. The bride had not to discard him quickly on the ground of general exhaustion. Since 1962 the DEG has played a part in the establishment or enlargement of 216 enterprises in 60 developing countries and invested about DM 600 mn (June 30, 1978) . The total investment by enterprises which the DEG has helped to finance is by now over DM 3.7 bn. DEG commitments have had the effect of mobilizing five times the amount of finance which it has provided itself. The present DEG engagement totals DM 463 mn in 171 enterprises in 56 developing countries.
The expansion of the DEG's activities is reflected by the increase of the capital stock used to finance its participations and loans of a similar nature. Between 1974 and 1976 this was doubled, from DM 300mn to DM 600mn. In 1977 it was raised by a further DM 100mn to DM 700 ran. It is the main purpose of these repeated capital additions to enable the DEG to offer increased support to German firms when investing in capitalintensive raw material-processing industries and to extend its commitments in the development bank sector.
In the current year the basic capital has been increased once more, to altogether DM 1 bn. On the strength of this increase the DEG will devote larger funds to German investments in South European countries -in Portugal, Spain and Greece.
The DEG insists invariably on thorough feasibility studies and gives continuing close attention to its financial interests in order to make sure that it can eventually dispose of its engagements also in the long run. By the end of 1976 the DEG had incurred actually realized losses (since 1962) of about DM 12 mn involving 15 project companies. About 54% of these losses were due to comFrankfurter AIIgemeine Zeitung, August 24, 1977.
